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Income Tax in the Mother Country 


By A. Crunies Ross, B.sc., F.I.C.A. 
The basic problems confronting draftsmen of income tax legislation must 
be practically identical in all countries. All must solve such questions as 
€ minimum taxable income; the minimum and maximum rates of tax; the 
method of gradation from minimum to maximum rates; the distinction (if 
y) between effort and investment incomes; recognition of the services 
rendered to the State by those who support dependants. It is accordingly 
strange that the solutions to the problems vary so much from country to 
puntry. All that I have looked at are, however, alike in one respect—how- 
er simple the answers to the basic questions may be, all, before they have 
been in operation very long, become afflicted with an inflated verbiage, trying 
to overcome the inveterate wickedness of taxpayers and resulting in complex 
paragraphs running into many lines of print. ‘They all get into a horrid 


mess, but the messes are different. 
A philosopher, or (should I say?) a psychologist, could develop an in- 
teresting study of national characteristics by comparing not only the varying 


answers to the basic questions, but also the directions taken by the com- 
plexities and the very language (considering only the dialects of English) 
m which those answers and complexities are couched. (1 nearly said 
concealed.”’ ) 

Compare, for instance, British and Australian legislation. The Mother- 
land speaks of “earned” and “unearned” incomes, you know our synonyms ; 
she grants “reliefs,” we allow rebates; we believe that the charitably 
enerous should be encouraged by a clause in the Act, she evidently believes 

at virtue is its own reward; we specifically state that ‘all losses and out- 
poings . . . incurred in producing the assessable income . . . shall be allow- 
ble deductions . . . ”; she, believe it or not, leaves this fundamental 
principle to be inferred from the “general scheme” of the legislation on the 
ubject. Whatever else may be said about our code (a nice inclusive word, 
tovering statutes, regulations, and rulings), it is not a slavish imitation of 
he. British code, nor of any other mess with which I happen to be 

quainted. 

That this laft reference to “mess” is not pure exasperation, following 
an effort to grasp a point or two, is shown by some remarks by E. M. 

onstam.! He points out that the Income Tax Act of 1918 purported 
to consolidate and clarify the law, but that there was no attempt to harmonise 
the earlier enactments, and “in but few places were any existing ambiguities 
removed. . . . Ordinary canons of construction cannot be applied; it is 
linsafe to assume without diligent study that the same word is used in 
two places in the same sense; that different words are not used to mean 
the same thing.” He quotes a judge: “Verbal consistency is the last virtue 
that can be attributed to a code which uses so vital a word as ‘assessment’ 
it no less than eight different senses’—a dictum (very obiter) pronounced 
911942. | don’t think we have more than two, possibly three, senses for it. 


"One of His Majesty's Counsel and a Judge of County Courts; in his book, “‘The Law of 
macome Tax.”’ hereinafter referred to (as he would no doubt put it) as “Konstam.” 
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British income tax did not exist between 1816 and 1842, and the 19]g 
Act tried to clear up the mess that had accumulated in 76 years. It has beeg 
affected since by more than 20 subsequent Acts. These are the Finance 
Acts, which, nearly every year, as well as dealing with other matters and 
fixing the “standard rate” (a delightfully simple idea as compared to our 
decimal curiosities), drops an amendment, or a whole bunch of them, into 
the original Act. Altogether the code from 1918 to 1942 fills 286 pages of 
close type. Konstam’s commentary, however, only fills 373 pages of larger 
type. Compare the 1079 pages of J. A. L. Gunn’s standard work on our 
simple little Act. That’s not quite fair; Konstam gives no _ worked 
examples. 

What is a “Year”? 

The very first queerness in British practice turns up in the dates for 
the beginning and ending of the “year of assessment” or “fiscal year” (| 
think the two terms mean the same period), hereinafter referred to as “F.” 
You could be given at least 100 guesses without hitting them: the year 
1943-44 begins on April 6, 1943, and ends on April 5, 1944. Fortunately 
it does not, at least so far as trading profits are concerned, mean what it 
says. Tax is computed on the full amounts of the profits or gains of the 
“year preceding” (here referred to as “P”). This last is defined ina 
section which must surely go back to 1842, as it considers the possibility that 
accounts have been made up to any date within the three years preceding F. 
If an account was made up to a date within P and was for a period of one 
year beginning either when the business began, or at the end of the period 
on the profits of which the assessment of the last preceding year was to 
be computed, then the profits of the year ending on that date “shall be 
taken to be the profits” of P. There! Read that last sentence three times 
(it’s simple compared with the original) and decide: (a) that our Section 
130 is an improvement; and (b) that it is a perfect model for some of our 
sections (e.g., 118). What about “any other case” to which that “if” does 
not apply? Well, what did you expect? You are quite right; it’s left to 
the Commissioners of Inland Revenue. The section, with an equally clear 
proviso, leads up to, as an example :— 

X began business on 1/1/42 and profits to 31/12 were: 1942, £400; 
1943, £300; 1944, £350. His “assessments” will be: for F1941-2, £10 
(% of £400) ; 1942-3, £400 (first accounting year) ; 1943-4, £400 ( previous 
accounting year). Note “assessment” as the taxable income. But he may 
claim to have the second and third years (not one only) “assessed to” the 
actual profits of those years. If he does, the assessments will be: F1942-3, 
£375 (3% of £400 + % of £300) ; 1943-4, £312 (34 of £300 + % of £350). 


Rates. 

We have managed to dodge some of those complications, but, when we 
turn to another fundamental—rates of tax—we must cenfess that our 
inventions are not an improvement. Here is a summary of the rules, with, 
as figures, those at present in force; they are higher or lower than those 
of pre-war years as is required when more tax is the objective :— 

(a) Incomes of £110 or tess are exempt—compare our £104. 

(b) Every single person, whatever his income, is exempt on the first 
£80 of his income; they have not found it necessary to abolish the statutory 
exemption. Every single married person has a similar exemption of £140; 
small certainly, but somewhere near double the single “personal allowance” 
—a piece of logic we have never recognised. 

(c) Every earned income is subject to a 10 per cent. allowance witha 
maximum of £150. This is the basic rule that permits of the quotation 
of one standard rate. No series of irregular differences such, as you Wi 
find concealed in our First and Second Schedules. 
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(d) Other additional reliefs are claimable in suitable cases, and when 
deducted they lead to a figure for taxable income. We'll come to them in 
a minute. 

(e) The first £165 (don’t ask me how they arrived at this figure) of any 
taxable income is taxable at seven-twentieths of the standard rate. This 
ratio is fixed, so that a change in the latter automatically changes the reduced 
rate. ‘There is a special relief for incomes just over the-exemption figure. 

(f) You may be asking where the sliding scale of rates, higher for higher 
incomes, comes in. Tt is in “sur-tax,” which is charged only upon individuals 
having a “total income from all sources” of over £2000. It rises from 2/- 
on each pound between £2000 and £2500 to 9/6 on any pounds the taxpayer 
may have over £20,000. It is payable at a different time from “standard 
tax,” and is seriously described in an Act as a “deferred instalment of 
income tax.” 

Example :— 

(i) Y is single and has a salary of £500. ‘Take off £80 personal allow- 
ance and £50 earned income allowance, and find £370 for taxing. 
£165 pays at 6/6, and the remainder at 10/-. Tax, £156/2/6. 

(ii) Z is also single, but earns £5000; P.A. and E.J.A. (maximum £150) 
reduce this to £4770. ‘The first instalment is £2356/2/6, made up of 
£165 at 6/6, plus £4605 at 10/-. The deferred instalment is on the 
excess of the whole £5000 over £2000: £500 at 2/-, £500 at 2/3; 
£1000 at 3/3, and £1000 at 4/3. Total, £2837/7/6. Compare our 
£3493/9/- arrived at by an abstruse calculation or by the use of the 
tables. 


Reliefs. 
(i) Now let us look at the other reliefs and start with the wife problem. 


First in this comes a little shock: the income of a wife living with her 
husband is income of the husband for tax purposes unless one or other 
of them asks for separate assessments. But the E.I.A. rises to £140 and 
he can claim a relief of 90 per cent. of her earned income up to a maximum 
of £80. It is a bit strange to our ears, isn’t it? 

Example : 

(i) “He” has a salary of £380; “she” runs a little business with profits 
of £70. E.A., £45 on his salary; P.A., £140; allowance on her profits, 
£63. T.1., £202. Tax, £165 at 6/6, plus £37 at 10/-, equals 
£72/2/6. 

(ii) “He” has a salary of £500; “she” receives untaxed interest totalling 
£150p One of them (which?) claims separate assessment, and we 

have :— He. She. 
£500 £150 

Earned Allowance .. 50 
£450 £150 

Personal Allowance .. 105 35 (£140 divided pro rata) 
£345 £115 

Reduced Rate... .. 124 41 (£165 divided pro rata) 


£221 74 


Tax at6/6....... #40 6 O £13 
Tax at 10/- .. .. .. 11010 O 37 





£150 16 O £50 
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(ii) Next, about the children? Listen to the wording of the releyang 
section as an example of British verbiage: “If the claimant proves that he 
has living at any time within the year of assessment a child who is either 
under the age of sixteen years, or who, if over the age of sixteen years a 
the commencement of that year, is receiving full time instruction at any 
university, college, school, or other educational establishment, he shall, subject 
to the provisions of this section, be entitled in respect of each such child 
to a deduction of fifty pounds.” The main “provisions of this section’ 
are, suitably camouflaged, that the child need not be a member of his family; 
and that no deduction is allowed if the child has income in his own right 
in excess of £50 a year—exclusive of any form of educational endowment, 

Note that the same arbitrary limit of age appears as in our Act, but that 
there’s no footling business about first and later children or about partial 
maintenance. Also that there is no limit if the child is in fact being educated, 

The quotation above came from the 1920 Act. The 1938 Act extends 
the over 16 concession to any child undergoing training for any trade, 
profession, or vocation if he has to give whole time to it for not less than 
two years and receives emoluments (exclusive of any return of premiums 
not exceeding £13 a year. 

(iii) You remember our sudden rush of sentiment in providing a rebate 
in respect of a dependent mother. Our Motherland puts the allowance 
squarely on the fact of dependence. Any relative of the taxpayer (or of 
his wife’s!!) who is incapacitated by old age or infirmity, 1s maintained 
by him, and is not in receipt of an income exceeding £80 (this amount was 
actually raised from £50 in the 1943 Act), is the basis of a deduction 
The allowance is £50 (raised from £25!), if the dependent’s income is les 
than £30, but is reduced by the excess of such income over £30 toa 
minimum of £25. There is a special reference to the mother—or mother- 
in-law!!—in that neither need be incapacitated. 

(iv) I’ve found out where our draftsman discovered that peculiarly 
uncomfortable phrase, “a female person.” A widower may make a claim 
in respect of a female relative of his or of his deceased wife who resides 
with him to look after any child of his or to act as housekeeper. If, however, 
he can prove that he has no such relative “who is able and _ willing” t 
take such charge or act in such capacity, he may employ “some other female 
person” and claim accordingly. It is possible to imagine some interesting 
arguments or disputes arising out of this provision. “Yes, you are right: 
‘widow’ may replace ‘widower’ and, if so, ‘her deceased husband’ replaces 
‘his deceased wife’.” 

‘ 

(v) Finally, if a man or woman has, by reason of old age or infirmity, 
to call upon the services of a daughter maintained by and resident with 
him or her, he may claim £25 with no limit of her income. Of course, if 
she comes under the female relative rules, he will claim £50. 

(vi) Now, here’s something our legislators have not caught up with yet 
A man or woman who was 65 years of age at the beginning of the year 
assessment, and whose total income for that year does not exceed £0 
may have the whole of his or her income treated as earned: that is, it 
subject to a 10% deduction. There are special rules for incomes just over 
the £500 limit. Further, a man may claim the same concession if his 
wife, living with him, was of the age mentioned. Have we here @ 
explanation of some Britons marrying women considerably older that 
themselves ? 

(vii) The only other relief is in respect of life insurance premiums, and 
here they have managed to complicate the rule by reference to the rate 0 
premium and the dates on which policies were taken out. Let’s leave it @ 
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that, merely noting the rather strange omission of any mention of relief 
on account of medical expenses. 


Post-war Credit. When the effect of the rules about this much-talked 
of allowance is examined, it turns out to be rather a gesture than a material 
benefit—but a very good gesture all the same. The amounts are the 
differences between the taxes due for the years 1941-42, 1942-43, 1943-44 
(and, I presume 1944-45 and possibly 1945-46), and the taxes that would 
have been due if the personal allowance, the earned income allowance, 
the total exemption, and the age allowance had remained as they were 
before the Finance Act, 1941. The maximum of £65 for married couples 
is reached at £1,500, all earned; for married couples, unearned, it is £15, 
reached at £350. 


Payment at the Source. Going with a standard rate of tax is the 
possibility of collection of large parts of tax revenue from creditors. It 
would take some analysis to determine which is the cause and which the 
result—like the celebrated hen and egg controversy, it could only be 
solved by going a long way back; by this time it must be accepted by the 
British as a law of nature. The majority of Australians seem to regard 
taxation rules and rates as definitely inscrutable, so we need not think they 
are more placid than we are in the face of decrees. 

Included in incomes that are taxed at the source are: rents, interest on 
many types of government, company, and private securities; dividends; 
royalties; and the emoluments (so much nicer a terrh than salaries and 
wages and commissions). There does not appear to be much left in the 
way of income, does there? And, at present, with a standard of 10/-, 
the deduction is very simply calculated. A consequence is, of course, 
that there is a lot of over-payment of tax by debtors on behalf of creditors 
and a corresponding quantity of claims and payment (in due course, 
needless to say) of refunds. I have been unable to find any reference 
to payment of interest on amounts held during the “due course” period. 

Example: (a) A spinster (why not?) had as income £50 as interest on 
War Loan (one of the issues not taxed at source); and Dividends, gross 
£150 (i.e. she received £75). From £200 is deducted her personal allowance 
and she is liable to tax on £120 at 6/6, that is, £39. She is due for 
repayment from the Revenue: of £36. 

(b) A married man with three children has investment income gross 
£200; and director’s fees £250. His allowances from the £450 are: 10% 
of £250; personal at £140; and £150 for the children, leaving £135. Tax 
lability, £43/17/6. The companies had paid £100 so that he can claim 
£56/2/6. 

Pay-as-you-earn. This idea found acceptance not long ago. It com- 
menced to operate on the tax for the year 1944-45 and applies to all 
emoluments assessable under Schedule E (we'll look at the Schedules in a 
moment). That means, in effect, to all wages and salaries and one or two 
sources of income not generally included in those terms. As with us it 
volves forgiveness or discharge of certain tax otherwise due for 1943-44. 
A strange looking provision is that the amount of forgiveness is ten-twelfths 
of the tax if the taxpayer is a weekly wage earner employed by way of 
manual labour, but only seven-twelfths if he is not. This is, seemingly, 
not a class-distinction but a consequence of the rules about deductions by 
employers which had been brought into operation a few years before. 

Deduction at standard rate would lead to altogether too much in the 
way of payment in excess and refund, so that a system had to be 
worked out such that the total tax deducted should be, so far as possible, 


c 
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the total tax payable. This system was called “coding”: a “‘code” (which 
might, as Konstam remarks, have been equally well described by any other 
name) is a number indicating approximately the rate of reliefs and 
deductions for each individual employee. Pay-as-you-earn was introduced 
by two Acts passed in November, 1943, and March, 1944; let us hope 
that the whole of the codes were issued and all employers knew exactly 
what they had to do by April 6. 

Companies. Believe me or believe me not, the whole discussion of the 
taxation of companies in Newport’s? 300-page text book occupies only four 
pages, and Konstam does not have to spend much more space on the 
subject—if we exclude undistributed profit rules, which apply only toa 
company which is “under the control of not more than five persons” and is 
not a subsidiary. 

There has to be provision for the case in which a company has paid 
tax on its profits at a rate which is different from that applying when a 
dividend is distributed. The rules vary as between ordinary and preference 
dividends. The rule for ordinary dividends fills eleven lines of print and 
seems to mean a calculation such as: A gross dividend of £100 paid less 
tax at 5/- is £75 net. If the rate for the year when the dividend became 
due was 10/-, the dividend is treated as part of income at £150 gross, less 
£75 tax. The extra £50 would have to be included in the assessment of 
tax and surtax. 

The rule for tax on preference dividends fills nearly a page and appears 
to mean that under-deductions may be recovered from the next payment 
(if any) or from the recipient; and over-deductions must be made good 
by repayment or on paying the next dividend. Payment at the source does 
not get rid of all difficulties but, taking them together, it is simpler than 
our confusion of rebates or the inequity of cutting out all recognition 
of the double taxation of shareholders. 

On this last point, Konstam cites a judgment: “the company is one 
taxpayer, and each individual shareholder is another and a_ separate 
taxpayer, on whose behalf the company deducts a tax when it pays a 
dividend, but on whose behalf it is not paying the tax when it pays its 
own tax to the Crown.” 

The standard rate method permits a company to declare a dividend “free 
of tax.” In any event the dividend warrant must show the gross dividend 
at the declared rate and amount of tax leading to the amount due. It's 
an easy matter when standard is 10/-: 10% “free” means 20% gross; it’s 
not quite so easy when rates like 5/6 are in operation. 


The Schedules. Every British income is assessed under one or other 
of five Schedules to the Income Tax Act of 1918. Each Schedule first 
defines the group of incomes to which it relates and then gives a series 
of rules governing the computation of tax on those incomes. The definitions, 
with some abbreviation, are: 


A. “Tax shall be charged . . . in respect of the property in all lands, 
tenements, hereditaments, and heritages in the United Kingdom, for every 
twenty shillings of the annual value thereof.” It in effect imposes a tax on 
the ownership of land; a tax sometimes called “Property Tax,” or “Land- 
lord’s Property Tax” and one not known to our I.T. Acts. Its rates are 
divided into eight “No.’s.” 

B. The wording is almost the same as for A with the crucial substitution 
of “occupation of” for “property in” and of “assessable value” for “annual 


2“Income Tax. Law and Practiee,"’ by Ceci] A.°Newrort, F.C.R.A. 
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yalue.’ This can be called “Farmer’s Tax,” which indicates the type of 
income covered by the Schedule. 

C. Under this, tax is charged in respect of “all profits arising from 
interest, annuities, dividends, and shares of annuities payable out of any 
public revenue”—and the last six words govern the application of the rules 
under the Schedule. Neither “profits” nor “dividends” mean what they 
seem to mean. 

D. The most important part of the longish definition of incomes under 
this Schedule is: “the annual profits or gains arising or accruing . . . to 
any person residing in the United Kingdom from any trade, profession, 
employment, or vocation whether the same be respectively carried on in the 
UK. or elsewhere.” In other words, this is the Schedule which governs trad- 
ing and professional profits; “employment” is apparently put in there to 
provide a little puzzle, because—look at E hereunder. With so wide a 
field to cover, it is no wonder that it is found necessary to regulate separately 
no fewer than six “Cases’’—not No.’s as in Schedule A. 

E. The wording of the definition almost conceals the fact that it covers 
almost all ordinary wages and salaries. It charges tax in respect of 
“every public office or employment of profit, and in respect of every 
annuity, pension, or stipend payable by the Crown or out of the public 
revenue...” Wouldn’t you think the word “public’’ had the same 
meaning in the two places, but it hasn’t, as is shown by the inclusion in 
Rule 6, applicable to this Schedule, of reference to “offices or employments 
of profit under any company or society, whether corporate or not corporate.” 
Konstam remarks that Rule 6, which purports to show which employments 
are “public,” is quite illogical. : 

Ownership of Land. Schedule A imposes an income tax on the “annual 
value” of land and Rule 1 of its No. VII says that it is charged on and 
payable by the occupier for the time being, while Rule 1 of No. VIII tells 
atenant occupier to deduct the tax out of the next payment of rent—with 
aspecial proviso for Scotland. There you have possibilities of considerable 
trouble, especially when it is noted that ‘annual value” may be something 
quite different from either actual rent or ratable value. 

Of course, there is something to be said for the taxing of a notional 
mcome received by the owner of a house in which he lives; it would even 
up tax incidence as between those who pay rent and those who don’t, but 
the complications involved in Britain would appear to be avoidable. 

Occupation or Use of Land. Konstam mildly comments that the form 
of Schedule B is most confusing; he finds it hard to draw a line between 
itand A. For instance, B includes the paddocks, lawns, and enclosures of 
a racecourse, but not the stands, stables, or weighing-rooms. The point is 
not without its importance because, where Schedule B _—_— tax is 
levied under it in addition to that levied under Schedule A. Any person 
who occupies lands for the purposes of “husbandry” only nal elect to be 
charged under Schedule D. So may any person who occupies “woodlands” 
and who proves that they are managed by him on a commercial basis. As 
might be expected, no definition is given of either “husbandry” or of 
“woodlands,” se that an occupier would have to decide whether his 
“ecupation” came under either provision, and then whether he. would be 
better off as regards tax if he sté uyed on assessable value or transferred 
to the general trading basis. 

Incidentally, there are only sixteen definitions in all included in the I.T. 
Act, 1918, and they are found in the /ast section but two. The last but one 
is the repeal section and the very last gives the Act a name (Well, wouldn’t 
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it?). One fascinating definition is that of “incapacitated person.” It means 
any infant, married woman, lunatic, idiot, or insane person—and the Ae 
was passed in, 1918! 

Schedule C has only 22 Rules altogether, and quite a lot of them are of 
interest only to the Bank of England, the Bank of Ireland, and people 
drawing interest from or through them. 

Rules under Schedule D run to eleven long pages, so it is no wonder that 
the rules are divided into six ‘‘Cases.”’. The definitions of the Cases can 
provide a little innocent amusement for those people who do not have to 
operate under them. They all start with the words “Tax in respect of,” 
These are followed by— 

Case I: “any trade not contained im any other Schedule.” There is only 
one rule for this Case alone. It says clearly that the tax is to be “computed 
on the full amount of the balance of the profits or gains upon a fair and 
just average of three years,” but the text-books do not take the faintest 
notice of the words in italics. 

Case II: “any profession, employment, or vocation not contained in any 
other Schedule.” A single rule again with further reference to three years, 
There are 17 rules applicable to Cases I and II together, and a mixed bag 
they are: all the way from the assessment of weekly wage-earners (by way 
of manual labour not persons employed as clerks, typists, or draftsmen), 
through exclusion from allowable deductions of capital withdrawn, and the 
duty of the “precedent partner” to make a return, to the treatment of 
losses and profits of assurance companies. 


Case 111: “profits of uncertain value and other income described in the 
rules applicable to this Case’’—as if all profits were not of uncertain value. 
The rules “describe” interest, all discounts, profits on securities (which 
does not mean casual profits on sale), and one or two other odds and ends. 

Case IV: “income arising from securities out of the U.K., except such 
income as is charged under Schedule C.” This casts upon the taxpayer 
the duty of finding out under which schedule he is to be charged and then 
of discovering the difference of treatment between the two. 

Case V: “income arising from possessions out of the U.K.” There is aa 
umplication that “securities” (Case IV) are not “possessions.” ‘The line 
between them is clearly hard to draw. ‘The rules proceed to speak of 
“domicile” and “ordinarily resident,”’ leading to the same sort of question as 
arises under our definition of “resident.” Case V makes distinctions between 
actual sums received and property imported and money or value not 
imported. 


Case VI: “any annual profits or gains not falling under any of the fore- 
going Cases, and not charged by virtue of any other Schedule.” (J suppose 
the Schedules have virtue.) You see, it is a nice general definition; its 
generality suggested in one case that it might cover “casual profits.” The 
judge did not think that the word “annual” had any bearing on the point 
because it could only refer to calculations made in any one year! 

Having ended the rules applying to the Cases, the Act provides a few 
more applicable to the whole Schedule. They deal mainly with the “parish” 
in which ‘ta person” shall be assessable and chargeable. Do you know 
what “parish” you live in?. 

Some of the peculiarities of Schedule E have been mentioned. Its rules 
only cover a little over three pages. Their effect, according to Konstam, 
is to assess tax upon “‘all salaries, fees, wages, perquisites or profits or gaifls 
whatsoever” or upon “the amount of any annuity, pension or stipend, 





re of 
people 


T that 
'S Can 
ive to 
t of.” 


; only 
puted 
rand 
intest 


n any 
years, 
d bag 
y way 
men), 
d the 


nt of 


n the 
value, 
which 
ends. 
such 
payer 
then 


is an 
> line 
ik of 
on as 
‘ween 
> not 


fore- 
ppose 
1; its 

The 


point 


few 
rish” 
know 


rules 
stam, 
gains 
ond,” 


1945 THE AUSTRALIAN ACCOUNTANT 203 


subject to certain deductions. It’s a wonder the other Schedules were 
necessary! As regards “perquisites,” certain judgments have their interest : 
(i) a sum received by a professional cricketer out of the proceeds of a 
benefit match to which he had no legal right were not profits of an office; 
but (ii) a payment made to a professional footballer on his transfer to 
another club, in lieu of a benefit which he might have had of right or as 
a gift have been held to be profits; (iii) so also has a yearly allowance made 
by a city corporation to a police officer to provide suitable clothing for 
himself; (iv) a voluntary Christmas gift to a minister of the Church of 
Scotland and the Easter Offering customary in the Church of England 
are assessable. 

Finally, after the special rules for Schedules come seventeen “General 
Rules.” The first is short and apparently simple: “Every body of persons 
shall be chargeable to tax in like manner as any person is chargeable under 
the provisions of this Act.” “Body of persons” may obviously include 
quite a lot of different types of association. 

Much of the rest of the General Rules is taken up with the differences 
between resident and non-resident persons. They also deal with incapaci- 
tated persons who, as the definition indicates, include married women. 
Nevertheless, “‘a married woman acting as a sole trader, or being entitled 
to any property or profits to her separate use, shall be assessable and 
chargeable to tax as if she were sole and unmarried.” You may remember 
“feme sole’ (synonym, spinster) from your study of commercial law. 
And what about this?—In the rule dealing with differences between tenant 
and landlord, ‘annual sum” means “any interest, annuity, rent, rent-charge, 
fee-farm rent, rent service, quitrent, feu duty, or other rent or annual 
payment.” It’s a good thing to know!—In other places there are special 
tules relating to ‘“‘feind duty,” to “tithe redemption annuities,” and to 
“manorial dues.” You have to suffer that sort of thing if you live in a 
country with centuries of history. 

Depreciation. There is, perhaps, room to glance at one or two of our 
special friends in the study of income tax details. Take depreciation. 
First, we have the general statement that there is no deduction for 
depreciation of machinery; this seems to be a somewhat pointless remark 
when we meet paragraph (1) of Rule 6 of the Rules applicable to Cases 
I and II of Schedule D. This empowers commissioners to allow such 
deduction as they may consider “just and reasonable as representing the 
diminished value by reason of wear and tear of any machinery and plant 
used for the purposes of the trade.” Paragraph (3) goes on to provide 
for carrying forward into later years any part of the deduction to which 
full effect could not be given in any year. That seems to be straightforward 
even though you must not call the deduction “depreciation.” <A nice list 
of rates has been fixed—so you merely add back any “depreciation” 
charged in the accounts and deduct the scale rate. But it’s not quite 
“merely” ; for some strange reason, you can claim as a deduction one-fifth 
more than the amount calculated and the extra is not taken from the 
written-down cost. 

Example: A machine was purchased on 30/11/1937 for £400; the allow- 
able rate is 714%4%. ‘The allowance for 1938/39 is £30 plus £6, but next 
year calculates on £370. For 1939/40, it is £28 plus £6, or £34. Similarly 
lor 1940/41, it is £26 plus £5, and the written down value at the date of 
sale, 1/7/40, is £316 less £17, or £299. 

If the statutory profits in 1938/39 were £100, net were £64; if they 
Were £25 in the next year, wear and tear wipes them out and leaves £9 
to go forward; if they were £200 in 1940/41, the allowance is £40. The 
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extra one-fifth presumably follows an admission that the rates as declared 
were too low; but I confess that I am somewhat puzzled to imagine a 
reason for not deducting the extra from residual value to provide a basis 
for next year. It has nothing to do with wartime special allowances (which 
are dealt with separately) ; it was first introduced as “one-tenth” for the 
fiscal year 1932/33 and increased to its present figure for 1938-39 onwards, 

Curiously enough, depreciation is expressly mentioned as an allowance in 
respect of a trade the profits of which are chargeable,to tax under Case I of 
Schedule D (note the use of the Schedules as a method of grouping types 
of income) where premises, being mills, factories, or other similar premises 
are owned by and occupied by the trader for the purposes of the trade. Now 
for the amount: it is equal to the “repairs allowance” made from the annual 
value under rule 7 of No. V of Schedule A, or to a fraction of the rating 
value; whichever is the less: the fraction is one-sixth in London and 
Scotland, and one-fifth elsewhere. That’s quite simple, isn’t it? But how 
did London and Scotland come to be bracketed, and to enjoy a smaller 
fraction than “elsewhere” ? 

Bad and Doubtful Debts. When I looked up another old friend, Bad 
and Doubtful Debts, I found that Konstam does not recognise any such 
things, and they are not mentioned in the legislation anywhere! Newport, 
however, assures us that really bad debts are deductible, as are also reserves 
made in respect of doubtful debts where these refer to specific debts. 
But a general contingency reserve must be added back. A case cited 
suggests that in strict law the year in which the debts arose should be 
debited, which is, of course, what the provision of a provision (you know 
what I mean) aims at doing so far as is humanly possible in the reading 
of the future. 

A scheme which has a certain application to the theory of accounting 
has been reached by agreement between the Revenue authorities and 
drapers and other traders selling on credit. This provides a basis for 
valuing debts! It refers only to debts of a maximum period of credit of 
forty weeks. Debts in respect of accounts on which a sale has taken 
place within thirteen weeks of stocktaking are worth face value. Debts 
in other accounts where cash has been received within the thirteen weeks 
are worth full value or the amount of cash received within the twelve 
months previously, whichever is the less. Other debts are worth nothing! 
Now, what entries, if any, would a man make in his accounts when 
adopting this principle of “taking stock” of his debtors? 





Taxation Section 
Edited by J. A. L. GuNN, F.1.c.A. 


UNDISTRIBUTED INCOME OF NON-PRIVATE COMPANY. 
Where taxable income includes interest. subject to Commonwealth 
Debt Conversion Act. 

The following is the majority decision of the Board of Review in a 
recent case concerning tax under Part IIIA on the undistributed income 
of a non-private company :— 

“The question in this case concerns the quantum of taxable income which 
is subject to the further tax under Part IIIA of the Act (ss. 160A to 160E, 
inclusive). Section 160B is in the following terms: 

“Further tax at the rates declared by the Parliament shall be levied 
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and paid on that portion of the taxable income of a company’—not being 

a private company—‘which has not been distributed as dividends.’ 

“2. Section 160C enacts that, for the purpose of ascertaining the undis- 
tributed portion of the taxable income, certain specified deductions shall be 
made. The only deductions which need be mentioned are: 

(i) All taxes paid in the year of income. 

(ii) The net loss (not of a capital nature) incurred in carrying on a 
business out of Australia. 

(iii) The amount of dividends paid out of the taxable income of the year 
of income before the expiration of six months after the close 
of that year. 

“3. The difficulty which arises in this case is caused by the fact that the 
company’s income for the year ended 30th June, 1941, included Common- 
wealth Loan Interest (here called ‘C.L. interest’) to the extent of 
£18,016. After allowing £450 for costs of collection (at 2% per cent.) the 
Commissioner included a sum of £17,566 (i.e., £18,016 less £450) in the 
company’s ordinary assessment. That sum was accordingly assessed to 
tax by reference to the provisions of Section 20 of the Commonwealth 
Debt Conversion Act 1931, and is free of any additional income tax to 
the extent indicated in that section (here referred to as ‘Section 20’). 

“4. For the purpose of applying Section 20 when assessing the further 
tax under Part IIIA to which the company is liable, the Commissioner 
made an assessment on the following basis: 

Taxable income as assessed .. .. .. .. .. -. we ee ee £28,924 
Less Federal income tax paid eae sae wall 471 
Dividends paid out of taxable income .. .. .. 4,500 


11,971 


Undistributed taxable income .. .. .. .. .. .. .. £16,953 
Less C.L. interest (free of further tax) .. .. .. .. .. .. 12,771 


Taxable income subject to the further tax .. .. .. .. £4,182 


Since there are no deductions other than taxes and dividends the calculation 

of the undistributed income (£16,953) follows the lines laid down in Section 
160C, and that result is not in question. 

“5. The dispute centres on the item of £12,771 which has been calculated 

in the following manner: 

C.L. interest included in taxable income .. .... . £17,566 

Less Federal income tax paid .. .. ones 4, 178 

Proportion of dividends comprising C.L. interest 3 {617 

—— 4,795 


£12,771 


“6. The amount of £1,178 represented Federal income tax paid in respect 
of C.L. interest derived in the year ended 30th June, 1940. Now it is (or 
might have been) a purely fortuitous circumstance that the company 
derived any C.L. interest in that year. We are unable to see any adequate 
reason for taking this item into account, as it has no necessary relation to 
the receipt of C.L. interest in the following year (the year under review). 

“7. The company has not directly challenged the Commissioner’s action 
in treating the amount of £1,178 as a factor in determining the quantum 
of taxable income which is liable to the further tax, but the issue is raised 
in a general way by the terms of the objection. In any event, and particularly 
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as the niatter is of general interest, we think is desirable for the Board to 
express an opinion as to any doubtful feature. Our view is that the amount 
of £1,178 should not appear in the calculation. 

“8. The item which is disputed in specific terms is the amount of £3,617 
whith was arrived at by treating the dividend of £4,500 as paid partly out 
of C.L. interest and partly out of other taxable income. It is admitted 
that the dividend was paid out of the profits of the year ended 30th June, 
1941, and was not expressly appropriated to any component of those profits, 
The date of payment was 14th October, 1941. 

“9. Having deducted the sum of £1,178 (the tax paid on C.L. interest 
derived in the vear ended 30th June, 1940) from £17,566 (the net amount 
of C.L. interest derived in the year ended 30th June, 1941) the Commis- 
sioner considered that the balance of £16,388 was paid out of the net profits 
of the latter year, which amounted to £20,386. The sum of £3,617 is 
16388/20386ths of £4,500. Even if it were correct to make the net profits 
a factor in the calculation, the proper proportion of the £4,500 dividend 
would be 17566/20386ths, the result being £3,877. 

“10. The company, however, points to the fact that Section 160B 
speaks of ‘that portion of the taxable income of a company which has not 
been distributed as dividends’ and not ‘that portion of the net profits’ which 
has not been so distributed. It is accordingly claimed that the amount of any 
such profits—in this case £20,386-—cannot properly be treated as a factor in 
the calculation of the amount of taxable income which is subject to the 
further tax. Our opinion is that this contention is sound. 

“11. The company accepts, or at least does not dispute, the correct- 
ness of the item of £1,178, and claims that the apportionment should be 
16388/28924ths of £4,500 (7.e., £2,550). Under the company’s method of 
calculation, a total of £13,838 is considered to represent undistributed C.L. 
interest, the details being as under: 

C.L. interest included in taxable income 
Less Federal tax paid on C.L. interest 
Proportion of dividend 


This amount of £13,838 deducted from the undistributed taxable income 
of £16,953 would leave £3,115 subject to the further tax under Section 160B, 
instead of the amount of £4,182 as shown in the assessment. 

“12. Reasons have already been given (in paragraph 6) for the exclusion 
of the item of £1,178 which the Commissioner has brought into the calcula- 
tion and which the company has not disputed. That amount is part of the 
Federal tax (£7,471) paid on the company’s taxable income of the year 
ended 30th June, 1940. It seems sufficient to add that the tax was payable 
irrespective of what happened in the following year. The liability would 
not have been altered— 

(a) if the company had no taxable income in the year ended 30th 
June, 1941; or 
(b) if its taxable income of that year consisted wholly of C.L. 
interest ; or 
(c) if its taxable income of that year did not include any C.L. 
interest. 
Consequently, and irrespective of what may be said about the other items, 
there appears to be no warrant for treating part of the £7,471 as something 
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directly applicable to the C.L. interest received in-the year ended 30th 
June, 1941. 

“13. We have discussed the respective viewpoints of the Commissioner 
and the company, and are satisfied that neither party has fully apprehended 
the effect of Section 20, which protects the C.L. interest from the further 
tax. The first step, therefore, is to calculate the amount of further tax 
which would have been payable in respect of the undistributed portion of 
the taxable income if Section 20 had not been enacted.. The answer is 
{1,695/6/- (1.e., £16,953 at 24d. in the pound). 

“14. The next step is to ensure that the C.L. interest is free of the 
further tax. Since the C.L. interest (less the deductions properly attribut- 
able thereto) amounts to £17,566, it is necessary to determine how much 
of that sum is contained in £16,953. Stated in another form, the question 
is-To what extent would there have been an undistributed portion of 
taxable income if there had been no C.L. interest. The answer is, of course, 
that there would not have been any undistributed portion. 

“15. For the foregoing reasons, we are of opinion that the undistributed 
portion of taxable income (£16,953) consists wholly of C.L. interest, and 
that is free of the further tax, which would otherwise be assessable, viz., 
{1,695/6/-. In arriving at this view, we have derived assistance from 
the judgments in Douglass v. F.C. of T., (1931) 45 C.L.R. 95; 1 A.T.D. 155, 
which was concerned with a difficulty of a somewhat similar kind. 

“16. Although the company’s claim cannot be upheld, we are of opinion 
that the assessment is unauthorized and therefore should not be confirmed. 

“17. It may help the Department and the company if we express our 
opinion that £613 (being the difference between £16,953 and £17,566) 
should be regarded as C.L. interest included in the dividend of £4,500.” 


EXEMPTION UNDER COMMONWEALTH ACT. 

By the Amending Act of 1945 a taxpayer, who is entitled to a conces- 
sional rebate in respect of a dependant, is not liable to pay Commonwealth 
income tax unless his taxable income exceeds £156. This amendment 
will first apply to assessments based on income derived during year ended 
June 30, 1946. 

Prior to the above amendment, s.17 provided that all individual taxpayers 
who derived a taxable income of more than £104 during the income year 
were liable to tax. In calculating the taxable income, concessional allow- 
ances, including those in respect of dependants, are not deductible. These 
allowances take the form of a rebate of tax. The amount of the 
rebate allowable is calculated by applying to certain specified sums the rate 
of tax appropriate to a personal exertion income equal to the taxpayer's 
total taxable income. The following is a list of dependants in respect of 
whom a concessional rebate is allowed under the Commonwealth Act, and 
the amount, in each instance, with reference to which the rebate is 
calculated :— 

Spouse or dependent relative: 
A varying amount where the taxable income is less on £300; 
£100 where the taxable income is £300 or more (s.160 (2) (a)) 
Daughter-housekeeper, £100 (s.160 (2) (aa)). 
Housekeeper, £100 (s.160 (2) (ab)). 
Children under 16 years, first child £75, each additional child £30 
(s.160 (2) (b)). 
Invalid child over 16 years, £75 (s.160 (2) (ba)). 
Student child between 16 and 18 years, £75 (s.160 (2) (bb)). 
Mother, £100 (s.160 (2) (c)). 
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Notwithstanding the allowance of the above concessional rebates fg 
dependants, a taxpayer with a spouse or other dependant could, under 
previous law, be required to pay tax if his taxable income were £105 
more :— 

EXAMPLE: 
A married taxpayer, without children, derived, during year endef 
June 30, 1945, a taxable income from personal exertion of £105. 
Tax on £105 p.e. at 7.1822d. .. f 
Spouse rebate £100 at 7.1822d. .. 


Minimum tax (s.5 (7) of Rating Act) 


It will be seen that the rebate of tax in respect of the taxpayer's wife 
was less than the amount of tax levied on a taxable income of £105. 

A taxpayer with a dependant wife and child under 16 years, however 
is not required to pay tax unless his taxable income from personal exertion 
exceeds £175 :— 

Tax on £175 p.e. at 21.5893d. ie wae a anicae ia ace 
Spouse Rebate .. .. .. .. 
First Child Rebate .. 


at 21.5893d. £15 15 


Ur Re ee ee Oe ee ee Nil 


New s.17 (2) provides that tax shall not be levied upon the taxable 
income of a person, other than a company, where that person is entitled t 
a concessional rebate in respect of a dependant, as provided by s.160 (2 
(a) to (c) inclusive, and his or her taxable income does not exceed £15 

The above amendment applies even though the taxpayer does no 
wholly maintain the dependant for the whole of the income year. 

A taxpayer without dependants will continue to be liable to tax if his 
taxable income exceeds £104. 


MARGINAL RELIEFS. 
Income year ended June 30, 1946. 


Provision is made in the Income Tax Act of 1945 that, where the taxable 
income of a taxpayer, who maintains a dependant, exceeds £156 but is les 
than £200, the tax payable in respect of income year ended June 30, 1% 
shall not be greater than one-half of the excess of the taxable income ovtf 
£156. 

EXAMPLE: 

A widow derives during income years ended June 30, 1945 and 1% 
a taxable income from personal exertion of £160, and during both yeas 
maintains a child under 16 years. 

Year ended June 30, 1945. 

Under the First Schedule to the 1944-5 Rating Act, the tax payabl 
is :— 

£160 at 18.7125d. in £ < ee 

Less Rebate in respect of dependant “child, £75, at 

18.7125d. in £ 
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Year ended June 30, 1946. 

The tax payable under the First Schedule to the 1945-6 Rating Act is the 
same as that payable under the First Schedule to the previous Rating 
Act, viz., £6/12/-. 

As the taxable income is less than £200, the new marginal relief provisions 
apply, and the maximum tax payable is one-half of the amount by which 
the taxpayer's taxable income, £160, exceeds £156. Thé excess is £4, one- 
half of which is £2. The tax payable in the above example is therefore £2. 

The position remains unaltered where the taxpayer does not maintain 
a dependant. The marginal relief in that case applies where the taxable 
income exceeds £104 but is less than £113. The tax payable in respect of 
income year ended June 30, 1946, shall not be greater than one-half of the 
excess of the taxable income over £104. 

EXEMPT PENSIONS. 

Under the Amending Act of 1945, the exemption allowed in respect of 
pensions paid under the Australian Soldiers’ Repatriation Act and the 
Seamen’s War Pensions and Allowances Act has been extended to “act 
of grace” pensions paid to members of the Forces and their dependants 
and to incapacitated members of the Mercantile Marine and their de- 
pendants. These “act of grace” payments are approved where the cir- 
cumstances surrounding the injury, incapacity or death of the member, 
although not covered by the above-mentioned Acts, are considered to 
warrant such a payment. 

It was officially explained that the payments are determined by reference 
to the principles of the Acts mentioned, and the recipients fall into four 
categories, viz. :— 

(1) Part-time members of the Defence Force, e.g., members of the 

Volunteer Defence Corps. 

(2) Representatives of philanthropic organizations such as the Aus- 
tralian Red Cross and Commonwealth employees attached to and 
serving with the Forces. 

(3) Civil air personnel who are nominally regarded as members of the 
R.A.A.F*. Reserve. 

(4) Full-time members of the Forces who are not eligible for a pension 
under the Australian Soldiers’ Repatriation Act but by reason 
of the special circumstances have been granted “act of grace”’ 
pensions. 

A pension is a receipt of an income nature so that, but for the above 
amendment, “act of grace” payments would be assessable income of the 
recipients. The Treasurer stated that there is no essential difference between 
these payments and the pensions already exempted under s.23(k) and, 
therefore, it was considered to be wrong in principle to tax the former whilst 
exempting the latter. 

The above exemption first applies to income derived during year ended 
June 30, 1945. 

DisposaL oF Live StocK IN CONSEQUENCE OF RESUMPTION OF PROPERTY. 

Section 36 has been amended by the amending Act of 1945 with the object 
of affording some taxation relief to pastoralists whose properties are 
resumed under a Commonwealth or State Act, or Territory Ordinance, 
and as a consequence of such resumption they are obliged to dispose of the 
live stock running on the resumed properties. 

Prior to the above amendment, s.36 required the whole of the proceeds 
of a disposal sale of live stock, whether occasioned by resumption or sale 
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of the property, to be included in the assessable income of the year of sale 
usually of the year in which the property was sold or resumed The 
Government considered that, in the case of a resumption by the Common. 
wealth or a State, some relief should be granted to pastoralists. As , 
consequence, new s.36 (3) provides that the profit on the sale of live stock 
sold in the above circumstances shall be spread, for the purposes of taxation, 
over the year in which the sale was made, and the four succeeding years 
As there may be instances where the taxpayer would prefer the whole of 
the profit to be included in his assessable income of the year of sale rather 
than to have it spread over the period of five years, new s.36 (3) will apph 
only where the taxpayer so elects. The right of election applies to 
companies as well as individuals, partnerships and trusts. 

The portion of the profit carried forward to the four years succeeding 
the year of sale is deemed to be derived from a business of primary produe- 
tion, so that the taxpayer will continue to be treated as a primary producer 
during those years, and to be subject to the averaging provisions. 

Where the resumed property is owned by a a partnership, each partner has 
the right to elect that his share of the profit from the sale of the live stock 
shall be spread over the five-year period, s.36 (4). The reason for giving 
each member of a partnership a separate right of election is that each 
individual partner is assessed on his share of the partnership profit. It 
may suit one partner to make the election, whereas another partner, because 
of other interests, might prefer to have the whole of his share assessed to 
him in the year of sale. It was officially stated that the right of each 
partner to make a separate election will not prevent the senior partner 
making an election which will apply to all the partners, provided all the 
partners concur in the election. 

Where the resumed property is owned by a trust estate, the trustee is 
granted a right of election in relation to that part of the profit on disposal 
of live stock included in the net income of the trust estate in respect of 
which he is liable to be assessed as trustee (s.36 (5) (a)). Also, each 
beneficiary who is liable to be individually assessed on a part of the profit is 
entitled to make the election under s.36 (3) (s.36 (5) (b)). 

Section 36 (6) provides that, where, in any year, a taxpayer, who has 
made an election to have the profit on disposal of livestock spread over 
the period of five years, is about to leave Australia, or dies, or becomes 
bankrupt, or, in the case of a company, commences to be wound up, the 
Commissioner may include in the taxpayer’s income of that year any part 
of the profit which has not already been assessed. As officially explained, 
s.36 (6) permits the unassessed profit at date of departure, death, etc., to 
continue to be spread over the remainder of the five-year period where the 
Commissioner considers the circumstances appropriate to permit such a 
continuance. 

The election under s.36 (3) is required to be made in writing on or before 
the date of lodgment of the income tax return of the year in which the live 
stock disposal took place. ‘The Commissioner may, however, extend the 
time for lodgment, s.36 (7) 

Section 36 (8) (b) ) prescribes the method to be adopted in calculating 
the profit on the disposal of live stock where an election is made to spread 
the profit. 

The profit is ascertained by deducting from the sale price (or the market 

value, where the live stock were sold with other assets, or where the 
disposal was otherwise than by sale)— 

(a) in the case of live stock which were on hand at the beginning of 

the year in which the sale took place—the value at which that 
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stock would be taken into account in making the taxpayer’s assess- 
ment in respect of that year; 
in the case of live stock which were purchased during the year—the 
purchase price of the live stock ; 
in the case of live stock which were acquired otherwise than by pur- 
chase during the year, e.g., by way of gift—the amount which in 
such circumstances is deemed to be the purchasé price of the stock. 
No deduction is allowed from the sale price of any natural increase bred 
by the taxpayer during the year of sale. Moreover, no part of the working 
expenses incurred during the year of sale is deductible in calculating the 
profit. These working expenses are deductible in full in calculating the 
taxable income of the year of sale. 
The above amendments to s.36 first apply to assessments based on income 
derived by companies and individuals during year ended June 30, 1945, or 
substituted accounting period. 


LIVING-AWAY-FROM-HOME ALLOWANCE. 


New s.51A of the Commonwealth Income Tax Assessment Act, inserted 
by the Amending Act of 1945, is designed to provide some relief to employees 
who receive a living-away-from-home allowance. Various wage-fixing 
authorities have granted these allowances to employees whose places of 
employment are located away from their usual place of abode. The allowance 
is paid to compensate the employee for the additional expenditure he is 
obliged to incur in providing board and accommodation for himself at his 
place of employment, while at the same time maintaining his home elsewhere. 
It was officially stated that some of the classes of employees who receive 
these allowances are members of the Defence Force and the Civil Con- 
struction Corps, carpenters, railway employees, etc., engaged in jobs in 
country districts. 

These allowances represent additional remuneration and form part of the 
employee’s assessable income. On the other hand, s.51 (1) prohibits a 
deduction of expenses of a private or domestic nature, with the result that 
an employee is not permitted under s.51 to deduct the additional living 
expenses in respect of which the allowance is specifically made. A sub- 
stantial part of the special allowance is therefore paid away in income tax. 

As officially explained, away-from-home allowances differ from travelling 
allowances in that the latter are paid to meet the out-ot-pocket expenses 
incurred by the employees who are required by their employer, temporarily, 
to carry out their duties at some place other than their permanent place 
of employment. Travelling allowances are really expense allowances paid 
to the employee to meet necessary expenses incurred by him while tem- 
porarily absent from his headquarters in connection with his employer’s 
business. These allowances are assessable income to the employee but, 
as they are paid to him for business purposes, he is entitled to a deduction 
of the expenditure incurred by him for the purpose for which the allowance 
is paid. The Treasurer said that, in most cases, the employee is allowed, 
as a deduction, an amount equivalent to the allowance received. 

It was considered that some deduction should also be allowed to recipients 
of living-away-from-home allowances. The portion thereof which properly 
falls to be taxed is the amount of the saving in living expenses to the tax- 
payer because of his absence from his home. The Government considered 
this to be approximately 15s. per week, i.e., the probable saving in the 
cost of food. New s.51A, therefore, provides that, where a living-away- 
from-home allowance of not more than £2/10/- is received by an employee 
pursuant to the terms of any law, or any award of an industrial tribunal, 





212 THE AUSTRALIAN ACCOUNTANT JUNE 


or an industrial agreement, the amount by which the allowance exceeds 
15s. per week shall be an allowable deduction. Where, of course, the allow- 
ance is 15s. per week or less there is no deduction under s.51A. 
EXAMPLE: 
Under the terms of an award, a taxpayer receives, during year ended 
June 30, 1946, a living-away-from-home allowance of £2 per week for 
40 weeks: 
Mx fi=........ 
Deduct : 
Os iam .... «. BD 


Allowance under s.51A £50 

Where, however, the amount of the allowance exceeds £2/10/- per week, 
or where it is not fixed by law or an industrial tribunal, e.g., where it is 
fixed by agreement between employer and employee, the amount of the 
deduction is such sum as the Commissioner considers reasonable. 

It was officially explained that the purpose of s.51A (2) (b) is to 
ensure that the new section is not used to obtain an unintended benefit. 
Section 51A (2) (b) will also result in payments of the nature indicated 
being closely examined by the Department. It is also provided that the 
deduction under s.51A (2) (b) shall not exceed the difference between the 
amount of the allowance and 15s. per week. 

EXAMPLE: 
Allowance—#4 per week for 52 weeks .. £208 
Deduct : 
Sey wicwe Sains Ae as kk ye ew ce 


Maximum allowance under s.51A .. .. .. £169 


Decisions of the Commissioner under s.51A (2) (b) are subject to 
review by the Board of Review. 

It should be observed that the allowance under s.51A is restricted to 
employees. By s.51A (3) “employee” is given the same meaning as it has in 
s.221A. 

Section 51A (3) also defines a “living-away-from-home allowance” as 
any allowance or benefit in cash or kind which the Commissioner is satis- 
fied is paid for the purpose of compensating the employee for additional 
expenses (not being expenses which would be allowable under s.51 as 
travelling expenses) incurred by him through his having to live away from 
home in order to carry out his duties as an employee. The reason for 
excluding allowances paid for the purpose of meeting travelling expenses 
is, as already stated, that travelling expenses have always been an allowable 
deduction under s.51 and its predecessors. In order to avoid the possibility 
of a double deduction it was necessary to exclude such allowances from 
s.5S1A. 

The deduction provided by s.51A first applies to assessments based on 
income derived during year ended June 30, 1946. 

A new sub-section (5) has been inserted in s.221C which provides that, 
for the purpose of determining the tax instalment deductions to be made 
from the remuneration of employees in receipt of living-away-from-home 
allowances, that part of any such allowance which exceeds 15s. per week 
shall not be taken into account. This provision first applies as from July 1, 


1945. 
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WAGES. 

The following dictum upon the subject of wages appears in the judgment 
of Lord Wrenbury in Roberts v. Hopwood, [1925] A.C.578 recently quoted 
in an appeal before the King’s Bench Division: 

“Wages are the pecuniary return for services rendered. ‘To determine 
the proper or true amount which in a given state of facts has been paid or is 
payable for services rendered is far from easy. It can never be determined 
with exactness. It is impossible to name in any particular case an amount 
which, if diminished by 1s. a week, would be too small, and if increased by 
ls. a week would be too large. But it is possible to name an amount which 
would certainly be too large — as, for instance, if a charwoman were paid 
£2 a day. Using my best endeavour to state the matter in general terms, | 
express it thus: Wages in a particular service is such sum as a reasonable 
person, guiding himself by an investigation of the current rate in fact 
found to be paid in the particular industry, and acting upon the principle 
that efficient service is better commanded by paying an efficient wage, would 
find to be the proper sum. The figure to be sought is not the lowest figure 
at which the service could be obtained, nor is it the highest figure which 
a generous employer might, upon grounds of philanthropy or generosity, 
pay out of his own pocket. It is a figure which is not to be based upon or 
increased by motives of philanthropy nor even of generosity stripped of 
commercial considerations. It is such figure as is the reasonable pecuniary 
equivalent of the service rendered. Anything beyond this is not wages. It is 
an addition to wages, and is a gratuity.” 


[1944] 1 All E.R. 144. 





National Security (Capital Issues) Regulations 


By O. E. BerGer, A.1.C.A. 


The following is a summary of the more important amendments effected 
to the above Regulations by Statutory Rules 1945, No. 26, published by 
Regulations dated March 6 and notified in the Commonwealth Gazette on 
March 7, 1945 :— 

(1) Syndicates, etc.: 

The Commonwealth Treasurer’s consent is now required before a 

person (other than body corporate) or persons carrying on or pro- 

posing to carry on any business can accept money in consideration 

of any other person becoming entitled to an interest where the total 

number of persons interested will exceed nineteen. (New Reg. 7A). 

Extension and Renewal of Mortgages: 

A first mortgage or charge may be extended or renewed without the 

Treasurer’s consent, at the lower of the following two rates :— 

(i) Rate of interest payable immediately prior to extension or 
renewal, or 

(11) 434 per cent. p.a. 

Limitation of Interest on Deposits with Bodies other than Banks, 

Building Societies, Declared Pastoral Companies and Partnerships: 

Such a body, whether corporate or unincorporate, shall not, without 

consent in writing of the Treasurer, pay interest— 

(i) on any deposit made after March 12, 1942, but not after March 
12, 1945, at a rate exceeding 1% per cent. p.a.; 

(ii) on any deposit made after March 12, 1945, at a rate exceeding 
Y of one per cent. p.a. 

Consequential amendments have also been made to rates of interest 

payable on deposits with building societies, deposits with, and loans 
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by, declared pastoral companies, and to rates of interest payable on 
renewed deposits generally. 
Dividends Credited : 
New Reg. 28 (ab) (Interpretation Section) provides that where the 
whole or any portion of the amount of a dividend which becomes 
payable after March 7, 1945, by a company to any person has not 
been paid after the expiration of three months from the date on 
which the dividend became payable, the amount unpaid shall be 
deemed to be a deposit received by the company from that person 
on the first day after the expiration of those three months. 

This new provision is a drastic one. In respect of dividends payable 

by a company after March 7, 1945, the Commonwealth Treasurer's 

consent will have to be obtained : 

(a) if the dividends are not actually paid within three months after 
they become payable and the amount so unpaid (that is, credited) 
exceeds by more than £1,500 the amount of deposits held by the 
company on January 29, 1942; 

(b) if the company desires to credit interest in respect of such unpaid 
dividends at a rate in excess of % of one per cent. p.a. Dividends 
credited to shareholders’ accounts may thus become deposits 
with the company within the meaning of Part IV of the National 
Security (Capital Issues) Regulations. It is difficult to see 
what action the Treasurer can take in respect of dividends 
credited to shareholders’ accounts and not paid over in cash 
(or specie) as required by the Regulations. If the company 
does not have the necessary cash resources, can the Treasurer 
order the company to pay the dividend in cash or can he order 
the company to rescind the dividend declaration? 

Apparently, if the Treasurer’s consent were not obtained and the 

company were not in a position to pay the dividends in cash or specie 

as required, the company might be liable to punishment for an 
offence against the National Security Act, as provided by s.10 of the 
latter Act. 

Section 10 of the National Security Act reads as follows :— 

‘(1) Any person who contravenes, or , fails to comply with, any 
provision of any regulation made in pursuance of this Act, or 
with any order, rule or by-law made in pursuance of any such 
regulation, shall be guilty of an offence against this Act. 

(2) An offence against this Act may be prosecuted either summarily 
or upon indictment, but an offender shall not be liable to be 
punished more than once in respect of the same offence. : 

(3) The punishment for an offence against this Act shall be— 

(a) if the offence is prosecuted summarily—a fine not exceeding 
One hundred pounds or imprisonment for a term not ex- 
ceeding six months, or both; or 

(b) if the offence is prosecuted upon indictment—a fine of any 
amount or imprisonment for any term, or both. 

(4) An offence against this Act shall not be prosecuted summarily 
without the written consent of the Attorney-General, or the 
Minister , or a person thereto authorized in writing by 
the Attorney-General or the Minister , and an offence 
against this Act shall not be prosecuted upon indictment except 
in the name of the Attorney-General. 

For the purpose of the trial of a person summarily or upon 

indictment for an offence against this Act, the offence shall be 

deemed to have been committeed either at the place in which 
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it was actually committed or (subject to the Constitution) at any 
place in which the person may be. 

(6) In addition to any other punishment, a court may, if it thinks fit, 
order the forfeiture of any money or goods in respect of which 
an offence against this Act has been committed.” 

Section 12 then provides tha in the case of a body corporate, every 

person who, at the time of the commission: of the offence, was a 

director or officer of the body corporate, shall be deemed to be guilty 

of the offence. 

Provisions Relating to the Sale of Land: 

Part IV A, relating to the sales of land within a certain radius from 

the G.P.O. of the capital cities and Newcastle, has been repealed. 

Limitation of Period during which Treasurer's Consent Applies: 

Where the consent of the Treasurer has been obtained under any 

Regulation , suck consent ceases to have effect on March 7, 1945, or at 

the expiration of twelve months after the date on which the consent 

was granted, whichever is the later. This limitation, however, does 
not effect the period during which any such consent has effect by 
virtue of the terms thereof. (New Reg. 31 (2A) ) 





Analysis of Balance Sheet Changes 
By G. E. FitzGeratp 
(Being a lecture delivered to the Commonwealth Accountants’ 


Students’ Society) 


The analysis of changes in successive balance sheets of a business will 


produce valuable information for proprietors and managers, information that 
is not disclosed from examination of the annual accounts consisting of the 
Profit and Loss Account and Balance Sheet. 

From such analysis, statements in various forms may be prepared showing 
the change that has occurred in the proprietorship of the business during the 
period between the two balance sheets, and relating that change to the 
corresponding change in the net assets. Increases in assets and decreases in 
liabilities increase proprietorship, while decreases in assets and increases in 
liabilities decrease proprietorship. 

For the first of such statements we may consider the comparative balance 
sheets in Example 1 (supporting this article) which show that Proprietorship 
has increased to the extent of £2,700 through increases in Paid-up Capital 
(£1,000) and Undistributed Profit (£1,700) and that this increase has been 
applied to the increase of Assets (£2,300) and reduction of Liabilities (£400). 

From a recent article by John N. Myer! we learn that this type of state- 
ment was suggested in 1908 by W. M. Cole, who “reasoned that an increase 
in a resource (asset) account indicates that something has been spent to 
acquire that increased resource. Similarly a decrease in a liability account 
indicates the same sort of thing, for the liability must have been paid off and 
therefore something has been spent.” Accordingly, increases in assets and 
decreases in liabilities he called “where gone.” Further, he reasoned that “a 
decrease in a resource account indicates that something has been taken from 
this account during the year and spent elsewhere; or what amounts to the 
same thing, this decrease is part of an exchange of one asset for another. 
Similarly again, an increase in a liability account indicates that the firm has 
borrowed some sort of property and hence it by so nutch has had means to 
spend.” From this he concluded that “By making a comparison then of 
balance sheets, tabulating the increases and decreases of resources and 


l. The Accounting Review, January, 1944. 
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liabilities, we can see from what sources all receipts came and:to what destina- 
tion all expenditure went.” As a result, decreases in assets and increases in 
liabilities he called “where got.” 

A little consideration of this form of statement shows that it does not 
show the sources and application of funds, but merely the net variations in 
balance sheet items. 

However, such a statement presents in a concise form a summary of the 
changes in the financial position during the accounting period. It is simple 
to explain to the person not versed in accounts, and it is easy to understand. 

If we amplify the information obtained from the comparative Balance 
Sheet with information gleaned from the Profit and Loss Appropriation 
Account we can prepare a statement accounting for increases in Proprietor- 
ship as shown in Example 1 (b) or (c). Such statements also are simple 
.and can be easily explained to the layman, but they do not supply any 
information regarding changes in Assets or Liabilities, or the effect of such 
changes on the financial position. 

A development from this statement was introduced by H. A. Finney? when 
he presented a “Statement of Application of Funds.” This was divided into 
two parts headed “Funds Provided’ and “Funds Applied.” 

Finney describes his statement by saying, “The comparative balance sheet 
shows the increases and decreases in the assets, liabilities, and net worth 
between two dates. In the statement of application of funds, these increases 
and decreases (and usually certain other items of information) are assembled 
and classified im such a manner as to show how the financial condition has 
changed during the period. 

“Tf the financial condition of the business has improved during the period, 
this improvement is due to the fact that additional resources have come into 
the business from some source, and these additional resources have been used 
for certain purposes. A statement of application of funds shows how these 
resources were provided, and what use was made of them.” Example 2 is 
a simple illustration of this type of statement. 

Provision of Funds 

Funds may be provided by: 

(a) Profits earned during the period. 
(b) Sale or conversion of assets. 

(c) Increase of capital. 

(d) Increase of liabilities. 


Application of Funds 
Funds may be applied to: 
(a) Increase of assets. 
(b) Reduction of liabilities. 
(c) Payment of dividends and reduction of capital. 
(d) Losses on trading during the period. 

In some cases such a statement may be prepared from comparative balance 
sheets, but usually adjustments to the increases and decreases disclosed by 
the comparative balance sheets are necessary in order to show what funds 
have been provided and how they have been applied. 


These adjustments may be necessary for three reasons: 


1. Increases and decreases may result from book entries in which neither 
provision nor application of funds is involved, e.g., an asset may be 
written down by a debit to Profit and Loss Account. 


2. The Journal of Accountancy, July, 1921. 
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The increase or decrease in the balance of an account may not represent 
the actu%l amount provided or applied, e.g., an asset may be sold for 

less than book value, the loss on sale being written off to Profit and 

Loss Account. The amount of funds provided is not the decrease in 

the book value of the asset, but proceeds from its sale. 

The increase or decrease in the balance of an account may represent 
the net result of several entries, e.g., the increase or decrease in the 
Profit, and Loss Appropriation Account may be due to: 

(a) trading profit earned, plus 

(b) surplus from sale of fixed assets, less 

(c) dividend declared, and 

(d) amount transferred to Provision for Taxation. 

Where it is necessary to make such adjustments, a Working Paper may be 
used with advantage. 

Example 3 shows the use of such a Working Paper. The data is obtained 
from Comparative Balance Sheets, and the Profit and Loss Account. The 
third and fourth columns show the increases and decreases in assets and 
liabilities during the year. It is more convenient to set these up as Dr. and 
Cr. rather than Increase and Decrease. 

Adjustments necessary are noted at the foot of the Balance Sheet and 
taken up in the fifth and sixth columns. The reasons for these is indicated 
from a consideration of the Balance Sheet variations, viz. : 

Property—Cr. £298. This does not involve provision of funds, but 
results from a book entry—the writing off of Depreciation. 

Machinery and Plant—Dr. £2,268 represents the net result of at least 
two entries—increase of the asset which involved the application of 
funds, and Depreciation written off-—merely a book entry. 

Provision for Taxation—Cr. £1,000 represents the net result of two 
entries—payment of Income Tax, i.e., the application of funds, and 
the book entry for an increase in the Provision. 

Reserve—Cr. £1,000—does not represent provision of funds but merely 
a book entry. 

Profit and Loss Appropriation Account—Cr. £153—represents the net 
result of several entries. 

In the adjustment column we reverse the book entries that have caused 
variations in the balance sheet, and also bring out application of funds which 
are not apparent merely from a comparison of the balance sheets. 

The final columns take charge of the adjusted figures for funds provided 
and applied, and constitute the basis for the Statement 3 (b). This gives a 
dear summary of the funds provided, the various sources from which 
obtained, and also their application. 

But does this provide the most useful information that can be obtained 
im an examination of successive balance sheets and supplementary in- 
lormation ? 

On further consideration, we must admit that it does not show how the 
fnancial position has been affected during the accounting period, whether it 
kas been strengthened or whether it has deteriorated. It is merely a list of 
‘mparative financial data, and, as Paton points out, mere listing of such 
tata is of little value. As we all know, the strength or weakness of the 
current financial position is reflected in the working capital of the business. 
The balance sheet of any business includes two distinct types of assets— 


(a) Actual purchasing power of assets which can or will be converted 
into cash in a short space of time; and 


~ 





THE AUSTRALIAN ACCOUNTANT 


(b) Long term commitments in land, buildings or other facilities of pm 
duction. a 
Or, to use a homely analogy, these may be compared with— 

(a) The money in our pockets; and 

(b) The house we live in. 

The liabilities comprise— 

(a) Those which have to be met in a short period of time; and 

(b) Those which do not fall due until some distant date. 

In the statement of funds we should aim at presenting a summary of th 
“underlying financial operations and movements—the ebb and flow of 
economic forces in terms of major elements and factors — which are ne 
directly revealed in the reports of the balance sheet and income sheet type.” 

This involves a careful consideration of the balance sheet changes in a 
effort to assess their effect upon the working capital position and the long 
term solvency of the business. The type of statement presented in Exampk 
3 does not focus attention upon the working capital position, and so we ar 
led to search for something more informative. This brings us to Example 
In this example, we use the same figures as in Example 3, but- the find 
statement is drafted with a view to supplying the deficiencies of Example 3 
The alteration in the Working Sheet will be apparent. It involves th 
inclusion of two additional columns to take care of the items comprising 
variations in working capital. Statement 4 (b) shows the variation in 
working capital at December 31, 1943, compared with that at December 3], 
1942. This indicates a net increase of £4,183 in net current assets, after 
providing for income tax. But as the provision for taxation does not involve 
the application of any funds, we cannot find any place for this figure oi 
£4,183 in the application of funds statement. We therefore ascertain th 
variation in net current assets before providing for income tax, whichis 
£5,183. 

Statement 4 (c) shows the funds provided and applied during the yer 
and indicates that funds were increased by £13,061, of which £8,061 wa 
provided from operations and the balance of £5,000 by increasing the paid-y 
capital. It is seen also that these funds were applied to increasing workig 
capital by £5,183, fixed assets by £3,401, and in payment of dividend ani 
income tax. Statement 4+ (d) is an alternative to this statement, the variation 
occurring in the application of funds section, which is prepared with a wef 
to emphasising the effect of the changes upon working capital. 

An interesting question to be considered is the most satisfactory form tt 
adopt when the business shows a reduction of working capital. If increas 
in working capital is an application of funds, should reduction of working 
capital be regarded as a provision of funds? I think we can all agree asi 
the necessity of drawing attention to any reduction in this section of ti 
balance sheet, and Example 5 is presented as an illustration of this aspet 
It includes similar figures to those in Example 4, with the addition of freehold 
property valued at £6,000 acquired by drawing on the bank. In consequent 
the net current assets have been reduced. In other words, working capit 
has been drawn upon to finance the extension of fixed assets. 

A reduction in working capital may be due to other causes, e.g., wht 
operations for the period show a loss. There are alternative methods 4 
treating this problem: ; 

(1) The loss from operations may be shown in the funds applied sect 

on the grounds that the funds provided by gross revenue earned hat 
been used in meeting expenditure; or 
W. A. Pajpn, Advanced Accounting. 
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(2) The funds provided may be added, and the net loss incurred deducted 

in order to show the net funds provided. 

Example 6 is presented as an illustration of reduction in working capital 
resulting from a loss on operations. Example 6 (b) shows one method of 
treating this, but there may be other satisfactory solutions of this problem. 

In our discussion this evening we have evaded the question of definition 
of the term “funds.” In recent accounting literature‘ there have been 
several articles in which the application of funds statement has been discussed 
and the question of interpretation to be placed upon the term has received 
some consideration. 

On the one hand, some authorities argue that the word should be used 
as practically synonymous with cash, while others contend that a broader 
interpretation should be placed upon it. Paton® says: “Under a very liberal 
usage all financial elements, including the components of fixed investment, 
may be viewed as funds; under a very narrow usage only actual cash 
resources deserve to be so designated. ‘The definition adopted is something 
of a compromise. All factors comprised in the current position of the 
enterprise are considered as affecting liquid capital or funds; and the move- 
ment—ebb and flow—of funds for a period of time accordingly is considered 
to be represented by the financial streams passing through the working 
capital area.” 

This treatment has been subject to some criticism, but there is much to 
commend it. By adopting a cash interpretation, we tend to arrive at a 
statement showing merely the equivalent of receipts and expenditure of cash, 
but we do not get a summary which emphasises changes in the financial 
position. Attention is not focused on the working capital position, and this 
appears to be a serious defect of the cash interpretation of “funds.” 

Finney does not define “funds,” but he says: “If the financial condition 
of the business has improved during the period, this improvement is due to 
the fact that additional resources have come into the business from some 
source and these additional resources have been used for certain purposes. 
Astatement of application of funds shows how these resources were provided 
and what use was made of them.’ 

It is obvious that no set form for the application of funds statement can 
be laid down; it may vary in different businesses and under different circum- 
stances, and we can only indicate the principles which should be applied in 
drafting such a statement. It should focus attention upon the important 
changes that have occurred in the financial position, with particular reference 
toany unfavourable changes, and it should show: 

(a) What has become of the profits, and 

(b) How the financial position has been affected by the ebb and flow of 

resources. 

Some of these statements bring in sales and expenditure in lieu of net 
profit, while others even distinguish between cash and credit sales. There 
may be instances where it is desirable to incorporate these features, but I 
believe that one should avoid including too much detail in such statements 
as this may tend to obscure vital aspects of the statement. 

In conclusion I should like to express the opinion that we have not heard 
the last word on this form of statement. It is still in the developmental 
stage and I have no doubt that further improvements will be produced. 

The Accounting Review, July, 1943 (article by Maurice Moonitz) ; January, 1944 (articles 
T. Scovill and J. N. Myer). 


W. A. Paton, Advanced Accounting. 
H. A. Finney, Principles of Accounting, Vol. 1. 


4. 
by H. 
5. 
6. 
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EXAMPLE 1 
Preparation of Statement Accounting for Increase in Proprietorship 
X.Y.Z. COMPANY 
(a) Comparative Balance Sheets as at June 30 
1944 1943 Increase Decrease 
Assets £ £ £ £ 
fee ee 500 200 300 
Sundry Debtors .. .. .. .. 5,600 4,500 1,100 
Merchandise on Hand . .. .. 6,400 5,500 
Land and Buildings .. .. .. 4,000 4,000 





£16,500 £14,200 





Liabilities— 
Sundry Creditors .. .. «5 «+ 4,600 5,000 
Paid-up Capital .. . 9,000 8,000 
Profit and Loss Appropriation 


ee 1,200 





£16,500 £14,200 





Profit and Loss Appropriatioft Account shows: 
1. Net Profit for the Year .. 
2. Dividend Paid .. 

3. Income Tax Paid .. 


From this information the following statement may be presented. 
(b) Statement accounting for increase in Proprietorship during the year. 
Proprietorship at July 1, 1943 .. .. .. £9,200 
Add Net Profit for the year .. .. . £2,600 


Increase in Paid- ied Capit wasted ‘the 
ee < ee 1,000 


hese Tweet Fee 36 kk kw ok ko ee os 500 


ee ee ee 400 
900 


Proprietorship at June 30, 1944 .. .. .. £11,900 


Or alternatively— 
(c) Statement accounting for increase in Proprietorship during the year. 
Net Profit for the year .. .. .. .....- #2, 
Increase in Paid-up Capital .. .. .. .. 1,000 
£3,600 
ee | Pee eee 500 
ROUSE TU PUES aw oc oe 40 40 08 400 


Increase in Proprietorship during year . 


(See also Example 2, p. 222.) 


=<. Co LTD. 





Adjustments 


Sheet as at December, 


(a) Balance 
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EXAMPLE 2 
X.Y.Z. COMPANY 
(a) Statement showing Funds provided and how they were applied during 
the year ended June 30, 1944. 
Funds Provided— 
1. Increase in Paid-up Capital .. .. .. ..°.. .. £1,000 
Bi. See ee OO TP PU bu a oe ee eg a 0s 2,600 


Total Funds Provided .. .. .. .. .. £3,600 


Funds Applied— 
h. Tmevensed Gash ot Baek 2... 2. os «a ais aw Ss £300 
2. Increase of Sundry Debtors .. .. .. .. .. 1,100 
3. Increase of Merchandise .. .. .. .. .. .. 900 
4. Reduction of Liabilities .. .. .. 1... 2... 400 
5. Payment of Income Tax .. .. .. .. «. «. 400 
G6. Payment of Dividend .. .. 6. 2. ss se os 500 


Total Funds Applied .. ..).. .. .. £3,600 


EXAMPLE 3 
X.Y. Co. Lrp. 
(b) Statement showing Funds provided and applied during the year ended 
December 31, 1943. 
(1) The following increased funds were provided: 
(a) Net Prott for Gee veer .. 26 25 20 00 a £6,630 
Add Debits to Profit and Loss Account not 
requiring funds— 
Depreciation of Property bac 
Depreciation of Machinery and Plant 


Increased funds arising from operations 
(b) Increase of Paid-up Capital 
(c) Reduction of Current Assets, viz. : 
Debtors .. .. .. 
Merchandise .. 
Prepayment 


Total Increased Funds Provided 


These increased funds were applied as follows: 
(a) Reduction of Current Liabilities to Creditors and 

for Bills Payable .. .. 1. 0. 6. ee ee wgeee ee ee £1,874 
(b) Increase of Fixed Asset, viz.: 

pencmeery Ge Piet ono. ak te os oe te ee 0s 3,401 
(c) Payment of Dividend .. 1,600 
(a) Pepmeent ot Teseme Tam .. s< cs cs ce wa cw oi 2,877 
(e) Improvement of Cash and Bank Position .. .. .. 7,241 


—_— 


Total Funds Applied .6.450 60 0s cs cc asie ss 


—— 


Es 


Funds 


Applied Provided 


AdAjustments 
Cr. 
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Cash in Hand and at Bank .. 


Current Assets— 
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EXAMPLE 4 
(b) Statement showing Variation in Working Capital. 
December 31 
1943 1942 Increase Decrease 
£ £ £ £ 
Current Assets— 
Cash in Hand and at Bank .. 1,125 50 
OS ee ee 6,918 8,716 
Merchandise .. .. .. .. .. 9.214 11,337 
Prepayment ..0 1.0 2. bs ‘es 164 175 
17,421 20,278 
Less Current Liabilities 
Sundry Creditors .. .. .. .. 5,166 4,964 
Bills Payable .. .. .. .. .. 1,137 3,213 2,076 
Bank Overdraft . .. .. .. .. 6,166 6,166 


6,303 14,343 8,040 








Net Current Assets .. .. .. .. 11,118 5,935 5,183 
Less Provision for Taxation .. 4,000 3,000 1,000 





Net Current Assets after providing 


for Income Tax .. .. .. .. .. £7,118 £2,935 £4,183 





- 
U 
* 
3 
. 
3 
o 
% 


(c) Statement showing Funds Provided and Applied during the year ended 
December 31, 1943. 
(1) The following increased funds were provided: 
(a) Net Profit for the year .. .. .. .. .. .. £6,630 
Add Debits to Profit and Loss Account not 
requiring funds— 
Depreciation of Property . 
Depreciation of Machinery and Plant 


Increased funds arising from operations .. £8,061 
(b) Increase of Paid-up Capital .. .. .. .. .. 5,000 


Total Increased Funds Provided .. .. .. £13,061 


These increased funds were applied as follows: 
(a) Increase of Working Capital .. .. .. .. .. .. .. «. = £5,183 
(b) Increase of Fixed Assets— 

Plant and Machinery .. .. .. 1. 2. 2s ee ee oe 3,401 
CG) De OE TUE 56) 2% ce ee Ge Se ne 6a 40 0 1,600 


eked 


(d) Payment of Income Tax .. .. .. 2. 2. 22 ee ce oe 2,877 


OP a ee 
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Or alternatively— 
(d) Statement showing Changes in Financial Position during the year ended 
December 31, 1943. 
(1) The following increased funds were provided: 
(a) Net Profit for the year .. .. .. .. .. .. . £6,630 
Add Debits to Profit and Loss Account not 
requiring funds— 
Depreciation of Property .. es 298 
Depreciation of Machinery and Plant .. 1,133 


Increased funds arising from operations 
(b) Increase of Paid-up Capital 


Total Increased Funds Provided 
(2) These increased funds were applied as follows: 
(a) Increase of Fixed Assets— 
Plant and Machinery 
(b) Payment of Dividend .. 
(c) Payment of Income Tax .. 


Balance being Increase of Working Capital .. 


EXAMPLE 5 
X.Y. Co. Lrp. 
(b) Statement of Changes in Financial Position, 
During the year funds were applied as follows: 
(1) Increase of Fixed Assets— 
P roperty .. 
Plant and Machinery 
£9,401 
(2) Payment of Dividend .. ..”.. .. .. .. 1,600 
(3) Payment of Income Tax .. .. .... .. 2,877 


Total Funds Applied .. .. .. .. £13,878 


These funds were provided as follows: 
(1) From Operations: 

Net Profit for year... .. .. .. £6,630 

Add Debits to Profit and Loss 

Account not requiring funds— 
Depreciation of Property . 298 

Depreciation of Machinery 
Oe FOUR ns 6. 08. 84.6 1,133 


(2) Increase of Paid-up Capital .. 


Balance—Reduction of Working Capital 


o 


XAM PLE 


fr 





Adjustments 


Year’s Variation 


Sheets as at December, 


(a) Balance 
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EXAMPLE 6 
A.B. Co. Ltp. 
(b) Statement showing changes in Financial Position during the year end, 
December, 1943. 
Funds were applied as follows: 
(a) Loss on Operations— 
po eee ee a 
Less Debits to Profit and Loss Account 
not requiring funds— 
Ey ae ee ee ee ee ee 1,653 
(b) Increase of Rolling Stock 
(c) Payment of Income Tax 


Total Funds Applied .. 


2. This caused a reduction in Working Capital of 
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